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DEVALUATION OF THE AUSTRIAN SCHILLING Gordon B. Grimwood

The chaotic exchange situation which has existed in Austria since
19L5 = has at last been temporarily resolved. For political and economic
reasons the Austrian Government considered it impossible at this time to
establish a unitary rate; however, as of November 22 two new rates were
established, an official rate of 14,l0 schillings to the dollar and a pre-
mium rate of 26 schillings to the dollar. An exporter may now retain 60
per cent of his foreign exchange, which is held for him in a special account
by the National Bank, He may use it to purchase necessary raw materials or
sell it through the Bank at the premium rate to a licensed importer who is
seeking exchange, This results in an "effective" rate of 21.36 schillings
to the dollar, calculated by adding 60 per cent of the premium rate to 4O
per cent of the official rate. The International Monetary Fund has approved
this arrangement, but has indicated that it considers it an interim solution
pending the establishment of a unitary rate.

Under the new system the official rate of 1L.4O schillings to the
dollar will apply to imports having heavy weight in the cost-of-living
index, mainly food, domestic fuel, fertilizer, and seeds. Other essential
imports and all exports will take place at the 21.36 rate, The premium
rate of 26 schillings to the dollar will apply to non-essential or "luxury"
imports, expenditures of tourists (including military occupation personnel),
and other "invisible" items in the balance of payments.

The devaluation of the schilling will have its primary effect
upon the Austrian price structure, with secondary effects upon the fiscal
situation and foreign trade., The impact of the devaluation upon the Austrian
economy will be examined in this paper along the aforementioned lines,

Impact on Domestic Priccs

With the exception of a rise in prices at the time of the Third
Wage-Price Agreement of ilay 1949, the Austrian economy maintained a rela-
tively stable position during 1949, Monetary circulation, as defined by
the Austrian National Bank (note issue plus sight liabilities of that Bank),
has decreased from 7,012 million schillings on December 31, 1948, to 6,9L6
million schillings on October 31, 19L49. Demand deposits with other credit
institutions increased from 4,783 million schillings on December 31, 1948,
to 5,366.6 million on August 31, 19L9. This represents an increase in the
circulating medium of only 5 per cent over a period in which industrial
production increased by 28 per cent, During the period December 1948 to
June 1949 bank credit increased from L,915 million schillings to 5,477
million schillings which, as in the case of the monetary circulation, does
not seem unreasonable in view of the increase in economic activity. The
cost-of-living index (March 1938 = 100) has advanced from 369.7 in January
1949 to L17.5 in September 1949, and, as a result of the Third Wage-Price
Agreement, reached a peak of 432 during July 1949. However, by October
1949 prices had risen to such an extent that trade union leaders are now

1/ See this Review, September 13, 19L9.
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agitating for wage increases or the return to price control of basic itens,
This rise in prices has been attributed to four major causes: (1) anticipa-
tion of devaluation; (2) the release.of many goods from price control or
rationing during July and August 1949; (3) final results of the Third Wage-
Price Agreement; and (L) formation of cartels which are alleged to be en-
gaging in price-fixing operations. The trade unions are particularly bitter
about the relaxation of controls and the alleged formation of cartels,

and it seems certain that if the Covernment cannot prevent prices from ris-
ing further either wage increases or strikes will be inevitable.

Thus the greatest inflationary danger attending the devaluation is
that it may result in a rise in prices expressed in local currency for imports
of cost-of-living items, which will amount at an annual rate based on July-
August figures, to 1,660 million schillings, or approximately 30 per cent
of Austria's total imports for 1949. In order to aveid increased pressure
from the trade unions, the Austrian Government has arranged to sell basic
imports, such as bread grains, fats and oils, seeds, fertiliger, and coal
for domestic use at existing inland prices, which are based on the old
official rate of 10 schillings to the dollar, with the understanding that the
Government will make up the difference between those prices and the schilling
value of imports, converted at the official rate of 1h.LO to the dollar. Al
though the technical means for handling this subsidy have not yet been worked
out, it seems probable that the Austrian Government will borrow the neces-~
sary schillings from the Austrian National Bank on stort term and deposit
them in the counterpart fund. Since this loan will thus in effect be
"sterilized", this particular deficit item will exert no inflationary
pressure upon the Austrian economy., It will, however, reduce the amount of
counterpart funds available for release for investment purposes, The Ec-
onomic Cooperation Administration has accepted this arrangement with the
understanding that the Government would work toward an internal fiscal
position which would enable it to abandon the subsidy by the end of the
third quarter of 1950.

The economic impact of the devaluation upon the export industries
w. 11 depend upon whether inflationary effects of increased profits in those
industries that have been exporting at rates below 21,36 schillings to the
dollar will more than offset the deflationary effect of decreased receipts
in those industries that have been exporting at higher rates. The latter
may find themselves unable to compete in world markets at the new effective
rate.

The ability of the Austrian Government to maintain a balanced econ-
omy during 1950 will depend primarily uopon its ability to further increase
production, thus avoiding price increases and consequent wage increases or
strikes.

Devaluation and the Budget

The ordinary budget for 1949, which is not expected to be signifi-
cantly affected by repercussions of the devaluation, estimates expenditures
for the year at 7,576.9 million schillings and receipts at 7,712.1 million
schillings, leaving a surplus of 138.2 million schillings. The extraordinary
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budget for 19L9 envisages investment expenditures for the year of 1,1
billion schillings, 800 million of which will be covered by ECA counter-
part funds. The remainder of 300 million schillings may come from the or-
dinary budget surplus, from proceeds of the recent internal reconstruction
loan, which have reached approximately 85 million schillings, or from ad-
ditional counterpart funds which will be increased by schilling deposits at
the rate of 1L.4O schillings to the dollar instead of 10.

The ordinary budget for 1950, a draft of which was prepared before
the decision to devalue the schilling was taken, estimates expenditures at
9,585 million schillings and receipts at 9,588 million schillings, a level
which is approximately 25 per cent above 1949. This increase in the level
of receipts and expenditures over 1949 is largely due to so-called "trans-
ition" expenditures which are expected to be incurred as a result of the
signing of a State treaty. The extraordinary budget provides for investment
expenditures of 950 million schillings, leaving a total budget deficit of
947 million schillings which will be covered by counterpart release., At
the rate of 14,40 schillings to the dollar, it is estimated that counterpart
deposi ts during 1950 will amourt to approximately 3 billion schillings, which
will leave an ample margin for use by the ECA and the Austrian Government,
working in conjunction, to control possible unfavorable fiscal developments.,

Since this budget was prepared without regard for the effects of
a devaluation, there is some danger that the repercussions of devaluation
may affect the Government's expenditure and income position unfavorably,
particularly if it is unable to control a price rise., The new lMinister of
Finance, Dr. Eugen Margaretha, has proposed a 20 per cent tax reduction
which, in the absence of offsetting cuts in expenditures, would lead to a
deficit in the ordinary budget for 1950, The system devised by the Austrian
Government to soften the impact of the devaluation upon inland prices of
cost-of-living items, described above, will lead to a deficit estimated to
be in the neighborhood of LOO million schillings.

Effect of Price Structure on Foreign Trade

The general pattern of change in price structures in the majority
of the Western Furopean countries since the end of the war has been one of
rising prices, characterized by a more rapid rise in prices for primary
products than for manufactured goods. In Austria, on the other hand, raw
materials prices have been kept at a low level by Government control, and
imports of raw materials have been subsidized by means of favorable import
rates. Prices of manufactured goods have risen sharply since the end of
the war because of high production costs, which in turn were due largely
to a low rate of productivity (85.4 per cent of 1937 in July 1949)., This
situation has put a premium upon exports which utilize a larger proportion
of raw materials than labor, and there has been a growing tendency to export
raw materials and semi-manufactured goods such as timber, pig iron, iron
and steel products, etc. For example, during the first half of 1948 raw
materials and semi-manufactured goods accounted for 29 per cent by value
and 73 per cent by volume of Austria's total exports, while manufactured
goods accounted for 70 per cent and 26 per cent, respectively. During the
first six months of 1949, however, raw materials and semi-manufactures
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accounted for 43 per cent by value and 81 per cent by volume, while manu-~
factures dropped to 57 per cent and 19 per cent, This shift in the commodity
composition of exports is due largely, as has been pointed out, to the

fact that labor has become a disoroportionately high share of the cost of
production. Comparable figures for July and August 1949, however, are 35

per cent by value and 76 per cent by volume for raw materials and semi-
manufactures, 65 per cent by value and 22 per cent by volume for manufac-
tures, indicating perhaps the beginning of a reversal in the recent trend,

Another aspect to be considered is the encouragement given by the
Austrian Government to heavy industry, such as the iron and steel industries,
at the expense of the consumers' goods industries. This point may be il-
lustrated by a comparison of the two production indices: the capital goods
index reached 173.9 per cent of 1937 in July 1949, while the consumers!
goods index stood at 91.7% per cent. At any rate, assuming that wages do
not rise and thus further increase the share of labor in the cost of pro~-
duction, the elimination of the indirect subsidy on imported raw materials
should accelerate the tendency toward a return to Austria's prewar commodity
pattern of trade; i.e., imports of raw materials and exports of high-value
manufactured articles,

Due to the multitude of effective import and export rates under '
the previous system, it is difficult to reach a conclusion concerning the
probable effect of the devaluaticn upon the volume of trade. The fact that
a single rate exists will permit the Austrian Government to conclude trade
and payments agreements with several countries, notably Italy, with whom
agreement has not been possible in the past because of the difficulty of
arriving at an exchange rate which would result in prices satisfactory to
both parties, Because of this situation, over half of Austria's total
foreign trade during the first half of 1949 took place under barter or com-
pensation agreements., Trade agreements, coupled with regulations designed
to discourage barter trading, should reduce the narrowness and distortion
of trade which has been characteristic of barter deals,

Another corrective action which may be expected from the devalua-~
tion is an economic allocation of resources which has been impossible under
the multiple rate system. Since the rate at which foreign currency was ex-
changed and the quota to be retained were determined by the cost of produc-
tion of an industry, high-cost industries have been receiving the highest
premiums and have been utilizing resources at the expense of industries
which have managed to attain an efficient rate of production, The establish-
ment of a single export rate may force some marginal export industries,
which have been receiving the highest premiums, out of the export market.
In this connection it may be noted that Austria's steel industry, which is
scheduled to receive almost 17 per cent of the total Government investment
expenditure for 1949, has been among those exporting with the assistance of
a high premium and a low import rate for raw materials.

The establishment of a single effective import and export rate
may result in windfall profits for some importers and exporters who have
been purchasing and selling exchange above and below that rate in the past.
This situation might result in some misallocation of resources, as it did
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in Western Germany at the time of the currency reform. Exporters in a par-
ticularly favorable position are those who export a primary product, such
as magnesite, for vhich the world demand is so strong that they will not
be forced to reduce the foreign currency price of their product,

Austria's Balance of Payménts

Austria's balance of payments position in 1950 will depend upon
two major factors both of which are uncertain at this moment —- the effect
of the devaluation upon foreign exchange rates and expenditures, and the
signing of a State treaty,

‘l. Exports during the first half of 1949 were at an estimated average
) effective rate only about 10 per cent below the new effective rate; it

would seem therefore that the devaluation would not affect substantially
foreign exchange receipts from exports unless the establishment of a
single rate leads to a negotiation of more favorable trade and payments
agreements and, thus, to an increase in the volume of trade, It may also
be assumed that Austria's increasing rate of production cannot be maintained
without an increasing rate of imports. Under these circumstances there would
be little change in the balance of payments position from the standpoint
of foreign trade,

The receipts of foreign exchange on "invisible" account will be
scmewhat reduced because dollar payments of the U. S. occupation forces
under the "pay-as-you-go" plan will drop slightly under the influence of
the new premium rate; however, the largest part of these expenditures,
estimated at $12 million a year, are contracted in dollar terms and therefore
is independent of the exchange rate. On the other hand, a large part of
the payments to U. S, military and civilian personnel, estimated at
$13 million a year, which so far havebeen going almost exclusively to the
black market, should now be converted into schillings through legal channels
as a result of the introduction of the premium rate, The black market rate,
however, is still higher than the legal premium rate, having risen to 31
schillings per dollar, and some experts believe that a substantial portion
of U. S. persomnel expenditures will continue to go to the black market un-

‘ less strict  controls can be established.

Tourist expenditures used to go to the black market with the tacit
agreement of the Austrian Government., The new premium rate is expected to
channel at least part of these expenditures through official exchanges, and
thus to reinforee the control of the monetary authorities over foreign ex-
change receipts.

The signing of a State treaty would influence foreign exchange
receipts partly favorably and partly unfavorably. The reintoegration of
former German-owned assets located in the Russian zone of occupation and
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now operated by the Soviet authorities, would make available to the Austrian
economy the proceeds of exports estimated at $LO million a year; only part
of that amount, however, would become available in convertible currencies,
The return of these assets also might enable the Austrian economy to cut
back their imports to some extent, On the other hand, the signing of the
State treaty would obligate the Austrian Government to pay to the Soviet
Government $25 million a year for six years in freely-convertible currency,
as compensation for the former German-owned assets, The signing of the
State treaty also would mean to the Austrian economy a loss in foreign ex—
change of approximately $25 million a year which at present is accruing

to it as a result of the "pay-as-you~-go" policy of the U, S. Qccupation
authorities, On balance therefore the State treaty would probably result
in a slipghtly larger deficit in the balance of payments position for 1950,

Generally speaking, it would appear that, whether the State treaty
is signed or not, Austria will continue to be faced with a deficit on current
account until increased productivity and a more stable internal financial
position permit the adoption of a unitary exchange rate which will inte-
grate the Austrian economy into the economy of the rest of the world at a
viable level of production and consumption,
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FURTHER USE OF THE BRITISH EXPORT CREDITS GUARANTEES

Gretchen Fowler

The earlier analysis of the British experience with export credit
guarantees in this Review noted that the scheme had proven to be a flexible
means of aiding British export trade under changing conditions._L/
Illustrative of this flexibility is the new British program to use the system
to expand exports to North America, On October 20, it was announced that
exporters could make use of the guarantee system to insure against certain
losses involved in introducing new products to the dollar markets, Authorigza-
tion for this extension of coverage is found in Section 2 of the Act of 1949
which allows the Board of Trade to extend guarantees where such action is
deemed to be in the national interest,

Under the announced extended coverage of guarantees, five new
facilities are orfered to British exporting firms: (1) financing market surveys
to explore the market; (2) financing new production or merchandising techniques
recommended by these surveys; (3) financing advertising and sales promotions
cempaigns; (L) financing the holding of inventories; and (5) extension of
financisl risk-taking when sales are made to local buyers for reselling, This
last provision might include assisting the local buyer by dollar guarantees and
in fipancing installment seles of British goods, e,g,, cars,

The official announcement does not give the precise details of how
the guarantees will operate, It would appear, however, that the mechanics of
the scheme will operate along the following lines, The British exporter must
obtain approval of his proposed operation from the Export Credits Guarantees
Department, .ith official approval, the exporter should have less difficulty
in obtaining bank finencing, He will be required to repay his bank an agreed
pesrcentage of gross new sales each month and will be expected to liquidate his
entire indebtedness over = fixed number of years, If the exporter is unable
to liquidate from actual earnings the obligation incurred to finance the
project, he will be relieved of furthier liability and the obligation will be
liquidated on terms agreed between the Ixport Credits Guarantees Department ang
the financing institution, The upper limit of the loss to be borne by the
Goverrment will be stirulated ~then the project is initially approved, but it

liquidation, This latter conjecture mey, however, be a misinterpretation of
the actual scheme, since it woulg involve an indefinite commitment on the part
of the financing institution. The Export Credits Guarantees Department hopes

1/ ley 2L, 199, This note is intended as a supplement, and brings up to date
the material in the original article on British experience with export credit
guaranteses,



wosa*eaQSédvby the cost of activities in utilizing and following up on market
surveys, and up to 50 per cent of the loss caused by financing inventories or
other risks borne by the British exporter, The percentage of loss guaranteed,
the percentage of the exporter's new sales in the dollar market to be paid
back to the bank honoring the guarentee, and the period of years during which
the exporter wili pay will vary with each individual transaction, It is
expected that the exporter will have to repay to the bank on a monthly basig
about 3 per cent of gross new sales, The period for repayment will vary,

but will probably not exceed seven years,

This plan is designed to encourage the introduction of new British
products and new British firms into the Korth American market by guaranteeing
against initial promotion losses, The program to encourage the movement of
new products into the dollar ares is realistic in the sense thet, if Britaints
dollar earnings are to expand sufficiently to reduce hep import deficit with
this area, a large number of new broducts must be introduced into these markets,





